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Argentina: In 1988, the government plans to convert $300 million of its foreign debt into capital
investment in three or four consecutive stages. Beginning in 1989, $400 million per year is to be
converted per year until 1992. Thus, between 1988 and 1992, Buenos Aires plans to swap a total $1.9
billion in debt for investment capital. The Argentine debt conversion system works as follows: Say
a foreign company wishes to construct a $10 million plant in Argentina. Assuming the government
approves the investment plan (and other details of the transaction via a bidding process), the
company would be expected to provide $3 million of the total investment in dollars. The rest would
be obtained via purchasing debt paper from foreign banks holding Argentine debt at a substantial
discount on loan face value. The Argentine central bank then effectively purchases the debt paper
from the foreign investor. The investor receives australs at the "parallel" (or open market) exchange
rate per dollar. (The parallel is invariably higher than the official rate.) The equivalent of $7 million
in local currency is then invested in plant construction. Brazil: The Brazilian variant of debt-equity
conversion was carried out through the Rio de Janeiro Stock Exchange on March 29. In this scheme,
the Central Bank auctioned off $150 million in debt paper for $115 million in shares in in local
manufacturing and service companies, risk capital funds, and development projects. The first phase
consisted of creditor banks exchanging Brazilian loan paper for government bonds at a 10.5% to 27%
discount on loan face value prior to making purchases in the stock exchange. On April 1, the Central
Bank announced that US and French creditors converted the largest amounts of debt into equity, for
totals of $50.8 million, and $26.7 million, respectively. Other major participants included banks from
Japan, Liechtenstein, Britain, Switzerland, and Panama. Development projects, mainly in agriculture
and livestock operations, of most interest to the foreign creditors are destined for the states of Bahia,
Amazonia, Sergipe, and Pernambuco. Companies attracting the most attention were in the food
processing, tourism, electronics, agriculture and livestock, chemicals and petrochemicals and textiles
and clothing sectors. Mexico: In February, a total of $3.66 billion in foreign debt was exchanged
for the equivalent of $2.56 billion in newly issued government bonds. The securities were backed
by US Treasury 20-year zero coupon bonds, purchased by Mexico for $532 million. At the end of
the 20-year period, Mexico will receive $2.56 billion from the US Treasury. In brief, Mexico's debt
in the form of loans from foreign banks was reduced by $3.66 billion. After accounting for interest
payments on its bonds held by the foreign banks, the total foreign debt was reduced by $1.1 billion.
In 1987, nearly half of all foreign direct investment was financed via debt-equity swaps. Foreign
direct investment totaled $3.8 billion; investments made via swaps accounted for $1.8 billion. The
debt-equity swap program has been temporarily suspended in an effort to control inflation. (Basic
data from AFP, 04/01/88; Excelsior, 04/12/88)
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